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Abstract: Development of infrastructure is essential presiongor growth and development of relevant ecormaenitities.

The empirical evidence of private initiative impamte and

potentials in the establishment of cotiperavith the public

sector in infrastructure projects financing andrapien refocused professional and academic attermiothe studies of this
phenomenon. The realm of the public private pastmier (PPP) became scientifically treated as arrdigeiplinary skill

based mostly on project financing, whilst practicél becam

e almost mandatory method for economisperity. Practical

problems in implementation appeared due to lacknofvledge and nonsystematic approach in reseaafhgsvate public
partnership. This paper presents theoretical aadtipal directions for actors in this cooperatisooping for mobilization of
assets and energy for development and facilitatind,advancing of project investments efficiency.

Introduction

The need for infrastructure has grown dramaticattyund
the world in the last decades. This needs havgedreyl a
galloping involvement of private-sector capital
infrastructure renewal, development, and operat{@ilset al,
2009). The underlying principle behind the introtiloie of the
private sector has many dimensions. The obviousimethe
pure public private partnership where a facilityl aervice are
provided at minimal costs to the public sector. écand
dimension is the exploitation by the public sectdr the
private’s sector ability to design and manage nadfieiently.
The public sector is characterized by a poor tnadord of
integrating the design, build and operation of &sseat it
uses to deliver public services (Merna et al, 2063)blic
private partnership creates a platform for studyagsigning,
funding and constructing new infrastructure prgethat
would otherwise be decades away or never constradtall.

The successful delivery of the PPP requires arctiffe
partnership between the public and private seclbiscentral
to this partnership to ensure that the PPP proceméeprocess
runs smoothly, that there is sufficient capacitythie public
sector to act as an effective client and a matchapgcity in
the private sector to deliver what is required btfand
confidence on both sides that the partnership restsa
sustainable base (HM Treasury, 2003). A varietynefv
models have been developed in recent years to sl
various challenges posed to public-private partripran
specific situations and sectors (Deloitte, 2009)er€fore,
synergy created within partnership can be boosiespécific
niches of infrastructure development.

Defining public private
partnership concept

Infrastructure can be financed and delivered in ynan
ndifferent ways including public, private and parstep
models. However, many authors agree that neithgeura
public nor a purely private infrastructure develaomn
approach is likely to be long-term sustainable (@4j11999).
Many definitions of public private partnership (BPP
emphasize that PPPs are established because thégcafit
both from the public and the private sector (Hodgeal.,
2005).

Empirical studies and theoretical modeling struetur
potential disadvantages of these extreme finangoigts into
two main groups. First group contains threats tb@aess
public sector inefficiencies such as slow and icifft
decision making process, inefficient organizatiorahd
institutional frameworks, and lack of competitiomda

failure. Imperfections of the purely private prowis of
infrastructure are, among others,
asymmetry in service provision, and consequent frieethe
enhanced control by the government authorities. cEera
formula for the proper relation of public and ptwva
involvement has to be found.

Public investment and international agencies fisanaly
Ire small fraction of needed investment, thus opettirgfield
to private investors. The private share in inflacture
investment ranged from lows of 9% and 13% in Geyramd
France to highs of 47% and 71% in the United Statekthe
United Kingdom (Miller et al., 2000).

In most developed countries, PPPs are utilizedotoes
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In the Western Europe, the UK has taken a leactipnsin

PFI (equivalent for PPP) procurement, although rot
countries experiment with a vide range of PPPs.tHa
developing world, there is a strong regional coteion of
PPP contracts, principally in Latin America, antideed by
South East Asia (Akintoye et al., 2003). There arany
different types of PPPs and the models appliedediffom

country to country. In fact, the PPP concept ishémg in

different ways in each country in which the arrangats are
being implemented (Grimsey et al., 2004).

Nevertheless, it is hard to find unique definitidor
partnership of private and public sector. Broadefinition
see PPP as arrangement under which the privaters|
supplies infrastructure assets and infrastructaset serviceg
that have traditionally been provided by the gowent
(Hemming, 2006). More specific definitions includssential
characteristics, and define PPP as a partnershiwebn
public and private sectors which work cooperativieiywards
shared or compatible objectives (e.g. providingaistfructure
services), together with involvement of risk angpensibility
sharing between the private and public sectors Ketaal.,
2009).

Although there is no unified definition of the PP&l|
definitions have common features or characterisiosh as:
(1) PPP always refers to cooperation between twonore
parties (at least one of them has to be public), g&ch
participant is principal, (3) the relationship is\dering,
stabile, and based on mutual or complementary g@bleach
participant transfers material or immaterial resesr to
partnership, and (5) risk and responsibility arstributed
among all parties in project (Akintoye et al., 2D0OBnherefore,
participants, relationship, resources, sharing, eoudtinuity
are the most important elements of PPP.

Many public services have traditionally been predd
directly by the government with no collaborationttwithe
private sector. But the public sector is incredsimngoking to
the private sector for partners who can producdipgioods
(Rabin, 2005). An important rationale for publioypision of
(or intervention in) infrastructure activities i€amomies of
scale. Once infrastructure systems are set upubugm be
increased at declining average cost until the dapdimit
becomes binding. Therefore, such cases suggestapoly
of production. And the easiest monopoly to regulestea
public one. Another rationale for public provisionay be
non-exclusive and metering costs (Mody, 1996).

The other extreme is private provision of publicods,
where the private sector parties are fully resgaadior each
aspect of infrastructure service delivery. Publidvate
partnership models occur as we move from one exrtm
another. These PPPs generally vary in terms ofaf@i
involvement (Kwak et al., 2009).

Advantages and disadvantages
of public private partnership

According to numerous empirical studies acrossatbed,
public private partnership represents a model #tatws
myriad of benefits compared to traditional formdin&ncing,
especially because it can compensate partiallynototal
public expenditure for infrastructure facilities iofrastructure

26

International Cross-

service provision. The gap between perspective snded

hénfrastructure services and possibilities of nagloeconomies

(especially in developing countries) is importamguement
which emphasizes importance of PPPs.

In last decades PPPs were seen as key tool ofcuddicy
across the world. Not only have they become seea emst
efficient and effective mechanism for the implenagion of
public policy across a range of policy agendasy tieve also
been articulated as bringing significant benefitgtieir own
right - particularly in terms of developing socjaihclusive
communities (Osborne, 2000). PPPs offer
opportunities to achieve a number of benefits, uditlg

edollowing:

exciting

1. Financial responsibility is greater due to marke

characteristics of this method. PPPs allow govemméo

access alternative private sources of capital, sash
investment and pension funds, allowing importartt argent
projects to proceed when otherwise they may nqgidssible,
or providing new sources of capital when the retiaxaof

public expenditures is needed.

2. A PPP can provide to-budget and on-time proje
delivery. Given that a PPP implies a reduction @fegnment
capital expenditure, the short-term effect of alpybrivate
partnership is to reduce total government experalifund the
budget deficit. In the long term, the future streaihfees and
payments to the private partner must also be takém

ct

consideration (OECD, 2008). The PPP helps keepigubl

sector budget, and especially budget deficienciesind
Public sector can avoid up-front capital costs aaduce
administrative costs (Kwak et al., 2009). Empiriezidence
shows that a PPP can provide on-time project dsli\rivate
party is strongly motivated to complete projecteasly as
possible so that the payment stream can commenme.
instance, National Audit Office from United Kingdom
reported that 76% of the projects surveyed were pteiad
and available for use by the time specified in toatract,
compared to only 30% in traditional building proeorent
(NAO, 2003).

3. Not only initial capital costs of building and
constructing an asset, but complete life-cycle sastn be
reduced. These costs include the on-going opesatend
maintenance costs, the costs of major
rehabilitation over time, and the costs associateith
decommissioning or disposing the asset at the &itd vseful
life.

4. Stronger customer orientation. Since the assatoi
longer managed by the public sector, governmentagens
are freer to concentrate more heavily on ensuftiegprovider
meets desired customer service levels (Deloitt®@9P0PPPs
enable improvements in quality of service. Inteorsl
experience suggests that the quality of servicéeael under
a PPP is often better than that achieved by tcaditi
procurement. This may reflect the better integratiof
services with supporting assets, improved econouofissale,
the introduction of innovation in service delivergr the
performance incentives and penalties typically uded
within a PPP contract (European Commission, 2003).

5. Risk transfer - a core principle of any PPP hie t
allocation of risk to the party best able to mandgat least
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cost. The aim is to optimize rather than maximizsk f
transfer, and to ensure that best value is achi¢gatbpean
Commission, 2003). The most important risks anarftial,
constructing, operational, and political (Benkovif08). A
risk retained by government in owning and operat
infrastructure typically carries substantial, oftemvalued
cost. Transferring some of the risk to a privatetypavhich
can manage it at less cost, can substantially laheioverall
cost to government (Grimsey et al., 2004).

6. Focus on strategic issues. PPP enables govetrime
refocus from operational and tactical to stratéggcies - from
inputs to outputs. For instance, instead of maimgi
physical assets, government can design models doials
value creation. Thus, PPP methods can promote etoramd
social development.

As well as benefits there are certain risks assettiith
PPPs. Some empirical studies corroborate the ndtiam
privatization and private finance do not automaditycharing
efficiencies (Gil et al., 2009). Since, the PPP huodtis still
evolving, the list of risks and disadvantages wiltainly be
longer.

1. PPPs are relatively new concept that are not
understood in some countries. Both public and peisector
lack appropriate knowledge and skills to implementh
long-term projects (Kwak et al., 2009). Privatetpars may
be exposed to some difficulties and financial peofd or
other circumstances that may prevent them from tiogo
their commitments. Therefore, one of the most comn
objectives to PPPs is that the government will treed to
bail out PPP project when demand fails to meetegtimns
(Deloitte, 2009), and this difficulties have to baticipated
and considered in PPP contracts. Governments hay
establish mechanisms for partnerships in orderdate well-
governed projects and heighten the support of godiar
PPPs.

2. Limited competition is immanent to PPP projetis to
high bidding costs. Even more, if there are onljinaited
number of potential private parties with the apitib respond
to a request for proposals, competition as imporfaeature
may be endangered. Consequently, PPPs could c
monopolies.

3. Political debates, complex negotiation procesmed
public opposition can cause delays in project immastation.
Irreversible nature of PPP commitment and projecttion
enhance political risk. Reduced transparency, dsgiee of
clarity and openness with which the decisions aaglen can
also affect political risk level.

4. Among the potential stumbling blocks to the ssstul
implementation of PPPs is that the cost of capitalthe
private sector may be higher than to the publitcasg©ECD,
2006). The traditional argument, over and abovepalitical
reasons, for government financing projects has bibat
governments can borrow money at a lower interdst tfean
the private sector (Merna et al., 2002) which canchucial
element in value for money calculation.

Hybrid public private
partner ship models

There is no one method for deciding which type BPP
ngpproach will best serve the needs of a projethtiasiepends
on the project characteristics and public perceptd the
need for PPP (European Commission, 2003). TraditiB®P
models are sometimes characterized by rigid pretiang
delays in negotiation and consequent higher costs to
pvarious environmental factors. In order to approaginerous
possibilities and chances, as well as to overcdimeats and
challenges which public private partnership coutd faced
with, hybrid models are developed. These models are

applicable in specific situations and sectors, whibey can
bring about better quality of project delivery.

Specific features of situations and sectors ar@ymbof
uncertainties. Uncertainties might be present agsalt of
latent defects (flaws in the existing infrastruetdinat are not
apparent until work begins), policy changes (immlyia
change in service requirements), demand risksI{ireguirom
the introduction of user choice, for example), dem in

ublic needs or rapid changes in technology. Fojepts that
"’%re especially vulnerable to these uncertaintiesjeis with
increased flexibility and shorter contract peri@ds improve
the likelihood of achieving public policy objectiefor
infrastructure development (Deloitte, 2009).

New models which can expand options for project
hderocurement are:

a. Alliancing. According to this model, not all, bunly
several project operations are transferred to safwi
partner. A project design, development and finameire
part of cooperation between private and publicipsrt
This collaboration can be expanded to other project
operations throughout the project life-cycle;

Joint venture. In this partnership private sectartmer
retains control. This type of project requires alior
money test and will conform to the following criter(1)
the private sector partner is selected through editigm;

(2) joint venture control is carried out by the vatie
sector; (3) there is a clear definition of the goweent
contribution and its limitations and (4) there iclaar
agreement about risk and reward allocation (Metred. g
2002);

Bundling. Bundling refers to integration within avate
sector party of all (or most of) the functions afsgn,
building, financing, operating and maintenance lo¢ t
facility in question, often in a form of special rpose
vehicle (or virtual corporation) created for theesific
project (Grimsey et al., 2004). Overall, synergyinject
procurement can be achieved by economy of scaleg mo
specifically, by bundling several small projectsattarge
one. The aim is to avoid the adversarial relatiggshand
acrimony that sometimes characterize more conveatio
procurement models, and instead seek to ensurealihat
parties work together collaboratively for the gaafdthe
project. This model can be particularly useful hmet
defense sector, where projects can be large and
indivisible, and where well-defined outputs areeaft
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limits remain. For instance, in water supply netkgor
when the level of water supply exceeds 400 milloh

European Commission, 2003. “Guidelines for SudakésBublic

Private Partnership”.

the operation will suffer from diseconomies of €calgij| N. and Beckman, S., 2009. “Infrastructure rse@uilding new

(limi, 2008).

Competitive partnership. It is believed that marketes
will provide value for money through the requirerném
put contract out to competitive bidding. This ischese
identifiable market of private sector bidders, @l to
consider competing for the opportunity to desige

services to be provided, undertake the financing

delivery of the project, should create a compait]
tension and innovate solutions which will help &liver

a more economical service (Hodge et al, 2005).cipe
projects are based a@x post resource allocation. In thi
case government agency can select several pr
partners which will practically compete for ne
resources;

Incremental partnership. This partnership offergpst
changes in service provision with lower risk andneut

comprehensive, “all-inclusive” commitment. Thu
government and private actors can lower risk byntak
trial period for partnership. If a project is nadlidered as
expected, the government can hold back the praejesy
time and deliver project to another partner.

Conclusion

PPP arrangements come in many forms and are sti
evolving concept which must be adapted to the iddal
needs and characteristics of each project and gtrppatners
(European Commission, 2003). It is important to bagize
that only situation approach is valid in the ca$esalecting
appropriate public private partnership model. Titeation
approach refers to the selection of optimal sotutio case-to-
case basis. Long term cooperation, real risk diocaand
transfer of responsibility of certain parts of cgt@ns to the
private sector party should result in more qualieat
construction of infrastructure objects and infrastare
service provision on a mutual benefit.

The important fact that has to be considered ig
governments have generally been able to pursue BlRfest
without having to justify their use. The private blia
partnerships have got a broad support in politicatles.
Political scene creators at almost every governnien¢l
acquired this concept, using the phrase “the timethod™, in
order to differ it to the complete public or prigdinancing of
infrastructure projects. Ideological issues asidely if
properly managed, the PPP can be useful tool fahdu
infrastructure development.
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